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In mid-May, the heads of state of nearly all the Central American countries including Belize but
excluding Panama met in Canada with Prime Minister Jean Chretien to discuss a series of trade and
cooperation accords. The meeting represents a major step forward in Central American efforts to
negotiate economic ties with other countries as a unified regional bloc of nations. And, although
only a few concrete accords were signed, Canada's promise to support an extension of special
trade benefits to Central America to offset the negative effects of the North American Free Trade
Agreement (NAFTA) will likely bring more pressure to bear on the US government to also approve
specific trade privileges for the isthmus.
On May 16-17, the heads of state of Belize, Costa Rica, El Salvador, Guatemala, Honduras, and
Nicaragua converged in Ottawa for two days of meetings with Prime Minister Chretien and other
high-level representatives of the Canadian government and the private sector. The initiative
marks a new, more aggressive stage in Central American efforts to collectively negotiate trade and
cooperation accords with other countries and regions. "The trip to Canada is historic because it
represents a major advance in our efforts to act as a unified bloc, as a region, as a single nation," said
Salvadoran President Armando Calderon Sol. Indeed, the meeting with Chretien capped a month of
intense multilateral efforts by the isthmian presidents to discuss trade and aid with other countries,
and to lobby for greater foreign investment in Central America.
On May 10, for example, at the semiannual Central American presidential summit in Managua, the
presidents hosted a special conference with German President Roman Herzog to discuss Germany's
role as an advocate of cooperation accords between the isthmus and the 15-member European
Union (EU). Germany is Central America's principal EU trade partner, absorbing 42% of the
region's total annual exports to the European nations and accounting for 35% of Central America's
total imports from the EU. Germany is also the largest European source of bilateral aid to Central
America. Consequently, the Central American presidents hope to fortify relations with Germany as
a strategic partner in the effort to forge a new framework for economic relations with the EU (see
NotiSur, 12/14/95 and 05/23/96).
Also, on May 6-11, Argentine President Carlos Menem visited Honduras, El Salvador, and Panama
to discuss Argentina's trade relations with the isthmus. Although Menem reviewed bilateral
cooperation accords in each country especially methods to increase Argentine investment in
those nations all three host governments emphasized the need for multilateral cooperation
between the Central American Common Market (CACM) and the Southern Cone Common Market
(MERCOSUR). In response, Menem proposed that the two trade blocs formally open negotiations
on a free trade agreement, and he promised to solicit backing for the initiative from the other
members of MERCOSUR (Brazil, Paraguay, and Uruguay) at the next summit of MERCOSUR
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presidents in late June. Finally, on May 24, the presidents of Costa Rica, Guatemala, and Nicaragua
attended the inauguration ceremonies in Taiwan of President Lee Teng-Hui, who was elected in
April.
While there, the presidents discussed trade and cooperation accords between Central America
and Taiwan. A special commission to coordinate economic agreements between Taiwan and the
isthmus already exists. Since the beginning of this year, the commission has sponsored nine tours
in Central America by Taiwanese investors, which brought a total of 1,500 business representatives
to the region since January. Meanwhile, at the meeting in Canada, the Central American heads of
state discussed a wide array of accords with government officials and members of the private sector.
The two-day conference which included the ministers of trade, economy, and foreign relations from
the participating countries was the second such meeting between Central American and Canadian
officials.
In January 1995, Prime Minister Chretien met with the Central American heads of state in Costa
Rica for an initial round of trade and cooperation talks. At that time, little progress was achieved,
although the Central American countries made a series of proposals to expand Canada's economic
relations with the region. Among the most important proposals in 1995 were a request that Canada
become a formal sponsor of the Central American Sustainable Development Alliance (Alianza
para el Desarrollo Sostenible, ALIDES), and that Canada join the Banco Centroamericano de
Integracion Economica (BCIE) as an extra- regional partner. They also proposed the formation of a
Central American-Canadian "mixed commission" to provide a permanent forum for cooperation,
and they requested an increase in Canadian assistance for development programs, particularly
environmental protection projects. Thus, at this year's meeting, both sides hoped to move from
exploratory talks to concrete accords. Indeed, substantial progress was achieved in some areas.
Among other things, Canada agreed to become a sponsor of ALIDES and promised an initial
contribution of US$1 million for industrial development projects through the Alliance once the
Central American governments begin implementing ALIDES programs. The isthmian nations
originally formed ALIDES in late 1994 to promote development in Central America that emphasizes
strengthening democratic structures and improving standards of living and income distribution.
The goal is to make economic growth socially and environmentally sustainable. Nevertheless, the
Alliance has yet to launch concrete development projects on a wide scale in the region. In fact, at
the semiannual presidential summit last December, the Central American presidents agreed to
aggressively push ALIDES as a conduit for foreign aid to the region so that ALIDES would have the
financial backing necessary to begin implementing programs.
Thus, the agreement with Canada marks a novel attempt to move the Alliance forward. In addition
to the contribution to ALIDES, Canada also signed a number of other accords. Although Canada
has not yet agreed to become a member of the BCIE, the Chretien administration offered the
Central American governments an initial US$20 million line of credit to be channelled through the
BCIE to finance imports of Canadian products. Canada also agreed to organize business tours for
Canadian entrepreneurs to promote investment in Central America, particularly in the tourism
sector. Canadian officials stressed, however, that the isthmian governments must sign adequate
investment protection accords with Canada before investors can be expected to aggressively move
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into the region. Perhaps most important, Canada agreed to consider a request for special trade
concessions to offset the negative effects of NAFTA on Central American trade and investment
trends.
Prior to the implementation of NAFTA in January 1994, Central American and Caribbean countries
benefitted greatly from trade privileges contained in the US's Caribbean Basin Initiative (CBI),
which reduced or eliminated tariffs on many key products exported from the region to the US
market. Under the CBI, US and other foreign investors set up assembly industries in CBI countries
to take advantage of the trade privileges. Nevertheless, the boon now offered by NAFTA has
diverted investment away from those countries and into Mexico, which not only benefits from
the tariff reductions contained in the free trade agreement, but which also offers investors closer
proximity to the US and Canadian markets. Indeed, just during the first year that NAFTA was in
effect, the Guatemalan government reported that 60 maquila factories closed shop and relocated
to Mexico to take advantage of NAFTA, leading to a loss of 20,000 jobs in Guatemala (see NotiSur,
01/19/95).
And, according to the Guatemalan Gremial de Exportadores de Productos No Tradicionales
(GEXPRONT), by the end of 1995, only 234 maquila factories were still functioning in Guatemala,
down from about 500 in 1991. Consequently, the Central American and Caribbean members of the
CBI have repeatedly appealed to the US to broaden the CBI tariff privileges to include many more
products not covered at present especially textiles and shoes to allow them to compete on an even
footing with Mexico for access to the US market. At the same time, they have lobbied the Canadian
government to grant the CBI nations a parity with the tariff breaks that Mexico now enjoys under
NAFTA to increase their ability to compete on the Canadian market.
Thus, if Canada were to grant NAFTA-parity status to the Central American countries, it would
contribute to a substantial increase in trade, especially since the isthmian nations would be expected
to reciprocate by reducing or eliminating duties for many Canadian imports. "Our meetings with the
Central American presidents have opened a new chapter in relations between Canada and Central
America," said Prime Minister Chretien. "Interest in the business community to expand trade and
investment on the isthmus is growing rapidly, especially given the efforts by the Central America
governments to consolidate democratic structures and reinforce postwar stability in the region."
Perhaps much more significant, however, is the pressure that Canada's support for NAFTA-parity
status for Central America may bring to bear on the US government, which has been sharply
divided over the issue in recent years. US President Bill Clinton's administration has repeatedly
promised the isthmian governments that it would seek legislative approval of NAFTA-parity for
Central America, but since the Clinton government first vowed to push the initiative forward in
1994, virtually no progress has been made. Sharp divisions in the US Congress regarding most free
trade initiatives have basically stalled any movement on NAFTA-related issues in the US, and no
new progress is expected until after the presidential elections in November of this year. In late 1995,
for example, the NAFTA countries temporarily suspended negotiations on Chile's entrance into
NAFTA because of the Clinton administration's inability to achieve legislative approval of fast-track
authority to negotiate with Chile (see NotiSur, 10/19/95 and 11/09/95).
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As a result, Chile like the Central American countries is seeking extensive bilateral trade agreements
with Mexico and Canada, both to keep the momentum going in negotiations to better prepare for
future talks with the US, and at the same time to increase pressure on the US government (see
NotiSur, 01/11/96). "Canada is extending a helping hand to Central America by opening itself up
to us, and that will clearly bring much more pressure to bear on the US government to also extend
parity status to allow us to compete under equal conditions in the US market," said Salvadoran
President Calderon Sol after the meeting in Canada. "Canada is very open to the request for
parity status, and so is Mexico, and that will greatly fortify our position in negotiations with the
US." [Sources: CEPAL News, UN's Economic Commission on Latin America and the Caribbean
(ECLAC), July 1995; Journal of Commerce, 12/14/95; Panorama Centroamericano (Guatemala),
February 1996, March 1996; Inter Press Service, 12/16/95, 02/24/96, 03/02/96, 05/07/96; Agencia
Centroamericana de Noticias-Spanish news service EFE, 03/12/96, 03/29/96, 05/07/96, 05/08/96;
Inforpress Centroamericana (Guatemala), 02/02/95, 07/27/95, 02/29/96, 04/25/96, 05/16/96; Notimex,
Journal of Commerce, 05/17/96; Agence France-Presse, 12/12/95, 01/15/96, 03/05/96, 05/09/96,
05/15/96, 05/18/96, 05/21/96, 05/22/96; Reuter, 12/12/95, 04/14/96, 05/07/96, 05/09/96, 05/12/96,
05/14/96, 05/16/96, 05/23/96]
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